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Educational Standards for Today’s Accountant
By S. M. KABBES, C.P.A.
Associate Professor of Accounting,
University of Illinois, Chicago, Illinois
(This article is adapted from a paper presented at the joint annual meeting of the American Womens
Society of CPAs and the American Society of Women Accountants in San Francisco, California,
October 24, 1959.)
30 a study was made by J. H. S. Bossard and
J. F. Dewhurst2 in connection with the fiftieth
anniversary of the Wharton School of Finance.
It is interesting to note that many of the
same problems faced today were recognized
in this report published a quarter of a century
ago.
More recent studies include the ones made
by the Standards Rating Committee of the
American Accounting Association, which gave
its final report in 1953, and the Commission
on Standards of Education and Experience for
CPAs, appointed by the American Institute,
which made its report in 1956.
Following the report of the Commission on
Standards many comments were published
showing a wide diversity of opinion. The basic
recommendations of this Commission, which
were suggested as long-range goals, were sum
marized under the following headings:3
1—College graduation
2—A qualifying examination
3—A professional academic program
4—An internship program
5—The Uniform CPA Examination.
While the Commission recommended retain
ing a minimum requirement of two years of
practical experience under the supervision of
a CPA during the transitional period, they
visualized the elimination of this experience
requirement as educational standards were
advanced. This recommendation was the one
most often challenged in the opinions pub
lished; in fact, some members of the Com
mission expressed dissenting opinions on this
issue as part of the formal report.
A special committee was appointed by the
executive committee of the American Institute
to study the report of the Commission and to
recommend action to be taken by Council.
The report of the special committee, along
with the thirteen resolutions adopted by Coun
cil were published in the June, 1959 issue of
the Journal of Accountancy.4 These adopted

Since the turn of the century the number
engaged in some phase of accounting practice
has increased at a most phenomenal rate. This
increase has been even more pronounced in
the last ten years when the number of CPAs
has practically doubled, increasing from 32,000
to approximately 63,000.1
With this growth in numbers has come a
comparable increase in responsibilities, for
the public now looks to the accountant to
perform an ever-expanding number and kind
of services. No longer is his work limited to
the keeping of records, preparation of financial
statements, auditing and tax services. Today
he is recognized as a member of the manage
ment team and is called upon to participate
in the problem-solving and decision-making
which go with the complex business organiza
tions in operation today. While this growth
and expansion of services looks very impressive
in retrospect, a glance into the future reveals
even greater responsibilities.
In the past the role of the accountant was
largely concerned with “the history of busi
ness”; now his function is constantly shifting
to include advisory services which will help
to chart the future courses of action. As more
and more of the routine tasks become mecha
nized, he must be capable of participating in
budgetary forecasting and financial planning,
internal communication, data processing and
responsibilities of a similar nature.
Past developments may be reviewed with
a degree of pride when we consider the youth
of the accounting profession, as compared
with law, medicine and theology, which have
long enjoyed professional status in the public
eye. However, as we analyze the situation
more thoroughly, have we actually kept pace
professionally with our rapid expansion in
numbers? Perhaps an even more soul-searching
question would be, are we adequately pre
paring the vast numbers now entering the
profession for the responsibilities they will be
called upon to face in the future?
The questions stated above have not gone
unheeded in past years, for a perusal of the
literature shows the profession has long been
aware of such problems. As far back as 1929-

2 “University Education for Business” by J. H. S.
Bossard and J. F. Dewhurst, University of Pennsyl
vania Press, 1931.
3 Standards of Education and Experience for
CPAs,” published by Bureau of Business Research,
University of Michigan, 1956—p. 127.
4Journal of Accountancy, June 1959—p. 66-71.

' Journal of Accountancy, September, 1959—p. 31.
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their recommendations covering accrediting,
the qualifying examination, and student intern
ship.
The requirement of a bachelor’s degree for
a candidate for the CPA certificate is one that
has been gradually evolving, although it has
not been set out as a requirement in most
states. It has long been recognized that gradu
ation from high school is no longer sufficient
academic preparation for the CPA candidate.
Analysis of examination results has shown a
high percentage of successful candidates are
those who have had college training.
The rapidity with which collegiate schools
of business have developed, along with widely
varying differences in the capabilities of stu
dents, and the ability of the teaching staff have
all contributed to great diversity in curricula
and courses. The report of the Standards Rat
ing Committee of the American Accounting
Association5 recommended the following di
visions of courses for the undergraduate pro
gram:
1—Courses in liberal, cultural and nonbusi
ness subjects for approximately fifty per cent
of the total curriculum.
2—Courses in general business training for
approximately twenty-five per cent of the total
curriculum. Included in this group would be
courses in marketing, business law, statistics,
production, finance, industrial relations and
related subjects.
3—The remaining twenty-five per cent of
the curriculum to be devoted to technical ac
counting training. Courses in this group would
include courses in principles, (elementary, in
termediate and advanced) cost, auditing, in
come tax, budgeting, governmental accounting
and systems.
The above proportion of courses was en
dorsed by Council in connection with Resolu
tion #2. Some flexibility should be permitted
within the three classifications to allow for the
special interests of the individual student.
The need for the general training recom
mended in division one has become increas
ingly evident as the responsibilities of the
accountant have become more diversified.
Training in the basic disciplines including the
social sciences, the humanities, mathematics
and the natural sciences is very necessary if
the student is to be prepared to assume his
role as a citizen, to exercise judgment in the
many problems he will face, and to work with
members of other professions on an equal foot
ing in civic and business affairs.
One of the criticisms most often made by
businessmen of the college-trained student is
his lack of ability to express himself effectively
in either oral or written communication. Cer

resolutions may be briefly summarized as fol
lows:
1—That the long-established meaning of the
CPA certificate as evidence of demonstrated
competence for the practice of public account
ing be continued;
2—That a baccalaureate degree be made a
requirement for the CPA certificate;
3—That studies be made of the AICPA test
ing program with the purpose of adapting or
developing new tests to be used in screening
applicants for postgraduate accounting pro
grams;
4—That postgraduate education is desirable,
and that as soon as it is feasible should become
a requirement for the CPA certificate;
5—That an advisory committee of the In
stitute be formed to assist schools in revising
courses and to assist existing accrediting agen
cies in evaluating accounting curriculums;
6—That student internship as part of the
student’s educational program be optional;
7—That an experience requirement be re
tained; that as education is extended the length
of experience be reduced but should not be
less than one year; that a committee of the In
stitute should prepare a statement as to what,
in general, should be an acceptable type of
experience for the CPA certificate;
8—That the existing purposes and level of
the CPA examination be continued;
9—That a candidate be permitted to take
the examination when he feels adequately pre
pared, but not before he successfully
completed the recommended educational
requirements;
10—That the CPA certificate be awarded
after the candidate has successfully completed
the examination and experience requirements;
11—That individual practitioners and the
AICPA co-operate in rendering assistance to
colleges;
12—That state society committees on state
legislation consider local conditions in timing
any recommendations for necessary legisla
tion;
13—That the AICPA take the leadership in
causing periodic reviews of education and ex
perience for CPAs.
Certainly the action taken by Council, as
expressed in the above resolutions, represents
the most important development that has come
from this long, and sometimes heated, discus
sion. While the special committee endorsed
many of the recommendations of the Com
mission, there were some areas on which they
were not in agreement. The important points
on which they differed included the experi
ence requirement, the meaning of the CPA
certificate and the purpose of the CPA exami
nation. They also differed in minor respects on

5 Report of Standards Rating Committee, Account
ing Revietv, January, 1954.
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cation in the United States. The Carnegie
Foundation inaugurated such a survey under
the direction of Prof. Frank Pierson of
Swarthmore, and the Ford Foundation sup
ported a study of collegiate business education
under the direction of Prof. R. A. Gordon, of
the University of California. Both of these
projects have been in process for three years
and the published reports are to be available
in November, 1959.
Some of the conclusions to be reported as
a result of the Carnegie and Ford Foundation
surveys were included in a paper given by
Mr. Allan M. Carter6 before the American
Accounting Association meeting in August,
1959. These reports recommend the ideal
education for business would be an M.B.A.
program following a broad liberal arts un
dergraduate course. They maintain business
administration is truly “applied social science”
and to quote Mr. Carter,—“the student who
can bring to his business training a background
in one or more of these theoretical disciplines
has usually achieved a certain degree of in
tellectual maturity, and an analytical frame of
mind which can form a firmer foundation for
a study of ‘management science.’ ”
As reported by Mr. Carter the above studies
also conclude that both graduate and under
graduate education in business should em
phasize preparation for a career and not be
limited to training technicians for their first
jobs in industry.
Some practical experience has been required
of the CPA candidate in practically all of the
states. However, the length of the experience
requirement has varied and there has been a
tendency to reduce such time as the educa
tional qualifications were increased. While
most states have required the experience must
be obtained under a practicing CPA, others
(California is an example)67* have been willing
to recognize experience obtained in industry
or government, if it can be shown it is
equivalent in character and variety to that
which would be secured in public accounting.
It would seem evident that experience
obtained under conditions where the assign
ments were varied, were under careful super
vision, and were subject to sincere criticism
would be of value to one preparing to enter
the accounting profession. However, too many
times the experience obtained is of a routine,
clerical nature.

tainly this is an area which deserves special
consideration in the training offered to the
student in accountancy.
While it must be recognized that many ac
counting students do not expect to enter pub
lic accounting, but rather will take positions in
some phase of private or governmental ac
counting, or in teaching; authorities seem to
agree that training at the undergraduate level
should differ little, if any, for an accounting
career in any of the above fields.
As the responsibilities of accountants have
increased, it has become increasingly apparent
that four years of collegiate study does not
offer sufficient time to give the broad, basic
training as well as to establish the technical
competence required for successful entry into
the profession. The special committee recog
nized this need and recommended postgraduate
study, as a requirement for the CPA certifi
cate, as soon as feasible. Universities have long
been conscious of the need for advanced pro
fessional study and some programs, notably
in Texas, are now in operation.
If such postgraduate study is to fulfill its
real function, however, it must consist of
courses truly professional in nature. A fifth
year of study consisting of additional courses,
no greater in complexity than those taken at
the undergraduate level, will offer little chal
lenge to the student.
Truly professional courses would take the
student beyond the “how-to-do-it” phase and
would place greater emphasis on the “whys.”
Course materials would be drawn from current
literature and case studies from actual practice.
The objectives would be to enable the student
to meet similar problem situations to those he
may expect to encounter in business and to
give him further skill in communicating his
decisions and substantiating his judgment.
Opinions differ as to how such professional
training should be administered. Some would
provide such training following a two-to-four
year program of “preprofessional” education,
similar to the plan followed in the professions
of law and medicine. Others recommend offer
ing such professional training in a year of post
graduate study following an undergraduate
program of general, business and technical
courses proportioned as outlined above.
Whether such graduate study should be offered
by the college of business administration, which
has administered the undergraduate program,
or should be in a separate professional school
of accounting is open to discussion. Perhaps
the real issue is the type of training to be
offered, rather than the administrative or
ganization through which it may be achieved.
Currently two of the major foundations have
also commissioned surveys on business edu

6 “Eduction for Business," by Allan M. Carter of
the Ford Foundation.
7 “Standards of Education and Experience for
CPAs’ ” published by Bureau of Business Research,
University of Michigan, 1956—p. 70-71.
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The views stated above express some of the
thinking in regard to standards of education
and experience which should be achieved by
students, who are now preparing to enter the
profession of accountancy; but what of the
professional competence of those who are al
ready practicing members of the profession?
It is always easier to outline standards to be
achieved by others, than to turn the light of
inquiry on one’s own competence. While
knowledge gained through daily experience,
and the reading of professional magazines will
aid in keeping the practicing member up-todate, one with a true professional outlook will
realize that education must be a continual
process.
The Institute, through the recently created
Division of Professional Development, is now
preparing a program of continuing education
courses to serve the needs of all staff mem
bers from the junior to the partner. State
societies are being asked to act as co-sponsors
of the courses and many different training
centers are planned.
The article by L. H. Penney on “Continuing
Professional Development”10 contains some
statements which should serve as a challenge
to many practicing members. He places great
emphasis on professional competence and feels
if the practicing accountant is to keep abreast
of the constant changes occurring in the pro
fession today he must “engage in a never-end
ing pursuit of knowledge.”11
Mr. Penney concludes his article with this
challenging statement—12 “A substantial portion
of the practicing certified public accountants
must seek the increasing competence attain
able only through participation in continuing
education, else the CPA’s claim to professional
status will never be fully recognized. He will
be regarded merely as a skillful artisan or
technician, lacking in those greater qualities
of knowledge, vision and judgment that mark
the members of a true profession.”

The same criticism often applies to intern
ship programs. While the student will be ex
posed to the routine of a business office and
will become more familiar with procedures
and general organization, unless his work is
varied in nature, and is under close super
vision, the value he derives from such ex
perience is often less than might be desired.
The studies cited above serve to emphasize
the concern which exists, both within the
profession and among business leaders, in re
gard to this subject. The education and experi
ence to be required of those preparing to
enter the profession of accountancy must be
constantly reviewed, if we are to keep abreast
in our training programs with the ever-expand
ing services now required of accountants.
A fact in which the profession may take
great pride is that the Uniform CPA Examina
tion, first made available by the Institute in
1917,8 is now used in all of the fifty states,
the District of Columbia, Puerto Rico and
the Virgin Islands. In addition the AICPA
advisory grading service is now used in all
but two of these jurisdictions. However, until
such time as the requirements to sit for the
examination, and for the issuance of the cer
tificate after successful completion of the ex
amination are made uniform, confusion and
inequities are bound to result.
The report of the Special Committee” in
cluded these statements in regard to granting
the CPA certificate—“A CPA should be a per
son with a high intellectual capacity educated
as a citizen, educated in business and in ac
countancy. His achievement of a minimum
level of ability to practice public accounting
should be measured by an examination. He
should be dedicated to the concept of service
and must conform to ethical standards im
posed by members of the profession. The
CPA must be ever-mindful of two extremely
important features of the profession: thirdparty reliance and public interest in profes
sional competence.”

Journal of Accountancy, September, 1959—p.
31-36.
11 Ibid.,—p. 32.
12 Ibid.,—p. 36.

8 Ibid.,—p. 88.
9 Journal of Accountancy, June, 1959—p. 68.
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Financial Requirements for Starting a Business
By MARY JEFFERY
Buffalo Chapter, A.S.W.A.
After a venture has been conceived, careful
investigation must be made to ascertain finan
cial needs and profit possibilities. Financial
investigation of a business involves estimating
probable earnings and probable capital outlay
in order to determine by comparison of the
two whether or not outlay is justified by the
estimated earnings. Estimated earnings must
provide a return that will be high enough to
compensate for the risk involved.
The first forecast involves an estimate of
earnings, or the expected profit and loss state
ment for the business not yet established. The
problem of estimating probable earnings is
twofold: estimating the gross revenues or sales;
and estimating the expected costs of doing
business. Three possible methods for deter
mining the probable gross revenues or sales
are actual sampling, statistical analogy, and
the securing of initial contracts sufficient to
assure the minimum volume of business neces
sary to justify starting the enterprise. Against
the estimated sales or revenues must be set up
the probable expenses which will be incurred.
Assuming that the factors of volume, selling
price, costs and expenses have been set down
and the earnings estimate has been made, the
financial requirements of the business may be
estimated. An outline of the items which com
prise the total figure follows:
I.
Tangible property required:
A.
Current assets
1.
Normal cash balance
2. Inventory of merchandise and
supplies
3. Funds tied up in balances owed
by customers
4.
Miscellaneous current
B.
Fixed assets
1. Tools, machinery, equipment,
furniture and fixtures
2.
Land and buildings
3.
Miscellaneous assets
II.
Intangible investment:
A. Promotion expenses requiring cash
B. Organization expenses
C. Operating losses, other than depre
ciation, up to the time when the
business will be financially selfsustaining
D.
Costs of financing
E. Intangible assets such as patents or
goodwill, if purchased for cash
The importance of the various items in this
list will vary greatly among the several types

of business. A personal service business will
have little or no fixed property or inventory.
Merchandising concerns may need very little
fixed investment, possibly only minor amounts
of furniture and fixtures. For the manufacturer,
fixed investment is likely to be more impor
tant, partly because of the greater investment
in equipment and partly because of the greater
difficulty in securing efficient housing except
by constructing a building adapted to the par
ticular needs of the enterprise.
The amount of cash to be shown in the first
place on the list is the normal or ordinary bal
ance which will be needed by the business
after all other assets have been purchased and
the business has settled down to the point
where disbursements are balanced by receipts.
Cash balances enable a business to pay bills
not cared for by inflowing cash. The cash
requirement will vary with the volume of
expenditures, the timing of cash flow, and
the uncertainties of the particular business.
Management may adopt a rule of thumb, such
as cash balances equal to one or two months’
expenses. For credit reasons, cash should
appear in the balance sheet in amounts pro
portionate to those reported by similar con
cerns. Some concerns maintain bank balances
in order to establish lines of credit with their
banks.
The amount of the merchandise asset should
bear a fair relation to the contemplated vol
ume of business and should be adequate to
provide a suitable variety of types, qualities,
and sizes for the needs of the business. In the
cases of manufacturers’ inventories, the partly
finished and finished goods will include not
only the sums for materials but also for labor
assets
and overhead. A partial reduction can some
times be made in inventory requirements if
outside manufacturers will make up goods
on order and require payment only upon deliv
ery of the finished articles. Such an arrange
ment would eliminate the investment in raw
materials and partly finished goods and leave
only the investment in finished merchandise.
The amount of the asset represented by
accounts and notes receivable is not, strictly
speaking, a definite sum which the business
is required to pay out, although the investment
is there. The account receivable is a claim
created against a customer by a sale and rep
resents an investment of the business because
of the amount spent for the goods or services
delivered to the customer plus the selling and
administrative expenses required to conduct
7

5. Need for excess capacity: Some types
of businesses (such as in the chain-store field)
may make piecemeal additions to investment
as the need arises from expanded sales. In
others, especially the public service industries,
facilities must be acquired that will be in ex
cess of initial demand.
The amounts to be spent upon intangibles
in order to establish the business are among
the most difficult to estimate, save for the
strictly organization expenses, which include
the legal fees, taxes, and like items attendant
upon securing the corporate charter. Promo
tion expenses include the cash compensation
of the promoter for his own personal effort
plus his expenses in investigating and assem
bling the business.
The operating losses occurring while the
business is being developed to a self-supporting
basis also create an additional need for funds.
Such losses are most prolonged and significant
for two types of business: Those that require
a larger initial capital investment to provide
for a future load because it is impractical to
build up the system by small bits; and those
that require a considerable period for develop
ment of a market because of the novelty of
the product.
The first type is illustrated by a public utility
such as an electric power plant, which must
install generating capacity adequate to care for
a market which may take years to develop. For
such a business it is more economical to bear
minor operating losses and inadequate return
on capital than to bear the higher operating
costs which would result from the less efficient
piecemeal construction of a number of small
capacity generating units. In the case of novel
products, time is required to familiarize the
market with their merits. Selling expenses are
relatively high for the amount of business
secured in the beginning, but they are regarded
as being recouped from the profits on later
sales growing out of the reputation created
by this early missionary effort. With the excep
tion of depreciation and other noncash ex
penses, these operating losses prior to the
period of profitable operation must be paid
in cash.
Whenever a business purchases intangibles,
such as patents or goodwill, they, too, will be
included in the list of investment requirements
of the business.
The foregoing method of arriving at the
financial needs of a business is called the bal
ance sheet method as it builds up figures which
will appear as the balance sheet assets. An
other method, which should be used as a
supplement rather than as an alternate, is the
cash budget. Such a budget is a forecast of
(Continued on page 14)

the business in a way which makes sales and
consequent receivables possible. Indirectly,
then, the receivable does represent an actual
outlay, save for the net profit element.
Miscellaneous current assets or prepaid
expenses consist of items that must be paid
in advance, such as insurance premiums, rent,
and sometimes deposits for utility services.
In estimating the fixed asset requirements,
the extremes of inadequacy on the one hand
and of overinvestment on the other are both
to be avoided. For the new business which
finds the problem of raising funds a difficult
one, every effort should be made to keep the
investment in fixed assets at a minimum. Pos
sible reductions in fixed assets may result from
the following:
1. Elimination of land and buildings, if
suitable quarters can be rented.
2. Elimination of machinery and equip
ment, if manufacturing can be subcontracted.
3. A partial elimination of the foregoing
assets where parts are manufactured by others
and only the final assembly is carried on by
the business itself.
4. Acquisition of used rather than new
assets. In such cases, the possibly higher oper
ating costs of used assets must be balanced
against the higher financial costs of new assets.
Manufacturers of new equipment, however,
may provide easy financing, whereas the pur
chase of used assets may entail a cash outlay.
A large fixed investment may be justified
in the initial stages of the business if it can
be shown that manufacture of the product by
outsiders is likely to impair the quality of the
goods: hamper the prompt delivery of goods
to customers, or permit potential competition
by allowing outsiders to become familiar with
special or secret processes. Bearing these con
siderations in mind, the factors that will deter
mine the minimum initial investment in plant
and equipment may be enumerated:
1. Nature of the business: Launching a
full-fledged steel operation would require plant
investment amounting to millions of dollars: a
retail grocery could avoid any fixed investment
save for equipment and fixtures.
2. Initial size and scale of operations: Even
when the business may be launched on either
a large or small scale, a choice must be made
as to the size of the initial operation. A break
even analysis may be used to show the sales
volume necessary to cover fixed expenses and
produce an adequate return on investment.
3. Scope of operations: Is the business to
be fully integrated or engaged in only one
phase of production or distribution?
4. Will the business lease all or part of its
plant, and will it subcontract all or part of the
process to others?
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Municipal Water and Power Operations
(A Review of Some Accounting Procedures)

By MARY C. PETTIT
Los Angeles Chapter A.S.W.A.
Under the caption of “other appropriations”
are such items as land and building purchases,
refunds, interest and redemption of funded
debt, payments to the employees’ retirement
fund, etc.
Provided the revenues as estimated mate
rialize, disbursements during the fiscal year
may be made to the sum total of the amounts
appropriated.
As in any economic enterprise, efficiency
calls for a system of accounts and the adoption
of accounting procedures. However, in utility
accounting attention is not focused on unit
costs of operation as is usual in a mercantile
or industrial project, but the utility’s concern
is centered on the plant accounts. A utility’s
necessary investment in plant and property is
exceptionally large in relation to annual reve
nue and return. The rate of capital turnover
is slow and the investment is fixed because of
its long life, specialized character, and sub
stantial immobility. Utility accounts are de
signed to arrive at a plant-in-service cost upon
which a rate return is allowed.
Rates for both water and power services in
Los Angeles are recommended by the Board
of Water and Power Commissioners to the
City Council and are enacted by means of an
ordinance adopted by the Council.
Utility accounts also differ from most busi
ness and manufacturing accounts because they
are the outgrowth of many years of regulatory
action. The Department of Water and Power
of the City of Los Angeles is not under the
jurisdiction of any regulatory commission but
chooses to follow the Federal Power Com
mission’s “Uniform System of Accounts” in
the operation of the Power System, and a
modification of these accounts in the opera
tion of the Water System.
The Federal Power Commissions “Uniform
System of Accounts” consists mainly in (1)
a list of accounts in which public utilities are
required to record their transactions, (2) a
definition of each account and instructions as
to the types of transactions to be recorded in
the separate accounts, (3) general instructions
and definitions, and (4) general form and se
quence for balance sheet and income state
ments. The accounts are set up numerically,
and any utility may alter analytical accounts,
codes, or subdivisions to suit its type of opera
tion.
The following is a brief outline of the Fed
eral Power Commission Accounts by hundreds:

The Department of Water and Power of
the City of Los Angeles is the largest mu
nicipally owned and operated public utility
in the world. As such, it is both a business and
a branch of municipal government. Furnishing
water and electric service to the inhabitants
of the third largest city in the nation is the
sole responsibility of the Department.
The Department is administered by a Gen
eral Manager, reporting to the Board of Water
and Power Commissioners. The affairs of the
Department are conducted under the direction
of a citizen board, called the Board of Water
and Power Commissioners, consisting of five
members appointed by the Mayor and subject
to confirmation by the Council of the City.
Funds of the Department are held by the
City Treasurer, but are kept separate from all
other City funds, and may be disbursed only by
certification to expenditure by the General
Manager and by authentication of the demand
by the Department Controller. Since the De
partment furnishes the citizens of Los Angeles
with both water and power service, operations
are conducted through the Water Revenue
Fund and the Power Revenue Fund. The
Water and Power Systems are two separate
financial entities and separate records are
maintained.
Since the Department is publicly owned, it
must adhere to certain governmental account
ing practices and policies, one of which is the
matter of the budget. A municipal budget is
a method of controlling the disbursement of
money, not the expenditure program which
the word budget means to most of us. In this
instance, Department funds may not be dis
bursed unless they are appropriated by the of
ficial budget, which is prepared by the Chief
Engineer and is adopted effective July 1st of
each year. It is the financial program whereby
official permission is granted the management
of the Department to spend, during the year,
a set amount for labor, material, debt service,
outside services such as telephones, and so on.
Under the heading of “revenues,” the official
budget states the amounts of money available
at the beginning of the fiscal year, the re
ceipts anticipated from the sales of water and
power, estimates of reimbursements of various
categories, and other receipts.
Under the caption of “appropriations” are
stated the estimates for salaries and wages,
material, supplies and equipment, and services
or improvements to be performed by other
than Department facilities.
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directly and immediately to the plant. A mas
ter authorization is used to carry all the auxil
iary charges which are later prorated and
charged to the proper accounts.
The Federal Power System of Accounts re
quires that all new capital additions must be
done under a system of work orders. All
records of the work must be kept to permit
reconstructing the cost of all plant capital
since all rate charges must be based on the
capital investment as recorded in the plant ac
counts. In the system, work orders are called
“authorizations,” and authorizations are used
even more extensively than is prescribed. An
authorization is opened whenever any transac
tion is to occur for which it is desired to isolate
all documents and expenditures. No work may
be undertaken under an authorization until it
is approved by the General Manager or his
qualified assistants.
An authorization is initiated in the field and,
after necessary approval, goes to the account
ing division where the necessary codings are
applied, including the accounts to which the
charges will clear upon completion. The
amounts in the authorization are cleared to
the appropriate accounts after the work is
done.
Authorizations are gathering points for a
number of accounting entries that go to capital
and other accounts. The same tabulated cards
which were punched for distribution of labor
charges (from time sheets), or material (from
warehouse documents), or for equipment rental
(from equipment time cards), and all other
original transactions are used to provide a
summary for the authorization cost. A ma
jority of the costs in the authorization are
automatically cleared monthly to the proper
accounts. A very few authorizations are hand
cleared. Authorizations which have costs
which are to be billed to individuals and cor
porations are specially handled.
Since authorization provides the basis for
assembling costs, cost reports are made from
the data gathered in the authorizations. Some
times, the reports are made before the con
struction work called for in the authorization
is completely finished, and thus the figures as
sembled act as a guide to the engineers as
the work progresses.
Complete cost reports, made after the au
thorization is complete, tell the whole story of
the project completed: namely, how much
was charged to labor, equipment, material,
transportation, shop services, resurfacing, mis
cellaneous charges, supervision, tool expense,
etc. They might also show the amount allo
cated to cost to remove or abandon, the
amount charged to capital accounts and ex
pense accounts, and how much plant account

100—Assets and Other Debits
200—Liabilities and Other Credits
300—Plant Accounts
400—Earned Surplus Accounts
500—Income Accounts
600—Operating Revenue Accounts
700-800—Operating Expense Accounts
900—Clearing Accounts
Operating within the framework of these ac
counts, the Department assigns seven numeri
cal digits to each separate account. The first
three numbers indicate the primary account
and the next digit is the subaccount, which
further qualifies the account. The fifth and
sixth figures represent the analytical code, and
the last figure tells the class of the account.
For example, class 1 might indicate labor;
class 2, material; class 3, miscellaneous
charges; and class 4, charges from clearing
accounts.
The requirement of speed, accuracy,
economy, and diversity in great measures has
resulted in the necessity for tabulating equip
ment. A very up-to-the-minute and complete
tabulating section of the accounting division
tabulates the payroll accounting, labor dis
tribution, job card accounting, accounts
receivable, and customer’s accounting. The gen
eral ledger and cost ledger are also run on the
tabulating machines, resulting in a tremendous
saving, because of the multiple use of the
same data from key punched cards. The same
cards used in labor distribution may be re
sorted and tabulated to prepare special reports
as may have been requested by management.
The tabulating section runs many statistical
reports as well as the annual earnings statement.
An electronic data process machine has been
installed which will expedite payroll acount
ing and may well be used in working out many
of the complex engineering problems that must
be solved in a utility operation.
Perhaps the most important part of the
utility accounts is the plant accounts section.
According to the Federal Power Commission
System of Accounts, plant accounts are re
quired to reflect the cost of the utility, first
dedicating the property to public service. In
order to insure the ability to determine what
such original cost was, a “Construction Work
in Progress” account and “Other Work in
Progress” account are provided.
The “Construction Work in Progress” ac
count is used for major projects under con
struction, such as a large steam plant. Costs
include not only materials, supplies, labor,
and other items consumed or employed in the
construction and installation of plant, but also
the cost of preliminary engineering, super
vision, and general expenses, which contribute
10

capital is reduced at an hourly rate for each
hour that it is used.
Where an item of equipment is not used
very much during the year, a minimum-hour
depreciation factor is applied. The Depart
ment uses two principal methods in computing
depreciation. The Water System uses the
straight-line method. A certain life is set up
for each item, such as water mains, and that
percentage of the total value applicable to
the period is charged to depreciation each
month. The Power System depreciates through
the 5% sinking fund method, which is based
on a mathematical formula involving the fac
tor of compound interest.
Because of the many complexities of Civil
Service procedure, withholding income taxes,
contributions to the retirement plan, and other
types of reductions, timekeeping and prepara
tion of the payroll contain many complex
problems.
Each employee’s time is recorded daily on
a time sheet, which is a complete record of
the entire pay period, including the number
of hours worked, the number of days sick, or
absent, and the number of days on vacation
or leave. Each hour worked is charged to the
proper account or authorization so that when
the data is punched from the handwritten
time sheets, it becomes the basis of our ac
counting for labor. The use of tabulating
equipment permits the application of a calen
dar rate to calendar hours, and a distribution
rate to the productive hours with as great a
facility as if there was but one single rate for
both elements.
The tabulating section maintains a master
card for each employee which contains fun
damentally such information and data as em
ployee’s name, number, rate, civil service class,
class code, date of appointment to class, pay
roll number, and other statistical data for ac
tuarial purposes.
Upon receiving all the punched cards for
the payroll from the key punched section, the
tabulating section copies automatically a card
from the master card file which, by automatic
sorting equipment, associates such copied mas
ter card, detailed hourly cards and deduction
cards in employee number (alphabetical) se
quence. A tabulation is prepared indicating
the rate from the master card, the hours re
ported on the time sheets from the punched
cards, and the amounts to be deducted from
the deduction cards, totaling the hours and
deductions.
Simultaneously with the printing of the
totals, the machine punches a summary card
with such data. The summary cards are then
processed through multiplying machines for
computation of gross earnings. The tabulating
(Continued on page 14)

was retired, or perhaps how much material
was salvaged.
Another procedure is store accounting,
which maintains inventory control. Although
some important items are inventoried more
frequently, generally inventory is taken once a
year on each item of material. As an illustra
tion of the magnitude of the work, there are
approximately twenty thousand active items
of material in power stores alone. Beginning
in July, approximately one tenth of the ma
terial in the stores account is verified by a
physical count each month, and compared to
the book inventory maintained by tabulating
equipment.
A tabulating card is punched for each item
of material in the warehouse. Each purchase
or issue is recorded through the tabulating
equipment, and at the close of the month it is
known exactly what material was handled.
The cards used to distribute the material are
also used to charge of the value of the material
into the various accounts and authorizations.
The bills of lading containing the names of the
materials are coded to numbers for use in the
tabulating machines and govern the pricing
on each item. The average cost unit price,
obtained by dividing the total quantity on
hand into the total value of that quantity, is
used for all material. While the numerical
system of coding is for tabulating machine
use, it also permits accurate identification of
material at all times.
The cards punched for the purchase of ma
terial provide complete information of material
purchased, on hand, and issued, inasmuch as
a card is punched for each transaction. Thus
the accounting department can make recon
ciliation of the physical inventories to the ma
terial accounts.
Stores has its clearing account to which is
charged the costs of purchasing, warehouse
men, storekeepers, operators, etc., necessary
for handling the material. The total of such
charges is cleared by adding a percentage
to the warehouse price on each specific item of
material according to the fixed percentage
schedule. As a bill of lading is issued, a cer
tain percentage called “warehouse handling” is
applied to each item. The fixed percentage is
subject to review by the accounting division
to determine the actual figures. The account
ing division annually, or sometimes more often,
issues a list of percentages applicable to each
specific type of material.
The usable life of transportation and con
struction equipment is computed on an hoursof-use basis. The principle involved calls for
estimating the useful life of a piece of equip
ment in hours and depreciating it on the
hourly-use basis. In case of a truck or tractor,
11

Tips forrsBusy
Reade
S. MADONNA KABBES, C.P.A.

panies are comparisons within the in
dustry, as well as among the divisions
within the same company. Charts are
given to illustrate that such comparisons
often reveal wide variations in executive
compensation.
In the last analysis approval of one’s as
sociates is likely to offer more motivation to
the key executive than compensation alone.
The integrated approach will recognize this
important characteristic, as well as the other
objectives to be considered, in establishing
the most effective compensation program for
the company under consideration.

ADMINISTERING EXECUTIVE COMPEN
SATION by Arch Patton. Business Hori
zons, Vol. 2, No. 4, p. 21-32. (Published
by School of Business, Bureau of Business
Research, Indiana University.)
The integrated approach to compensation
is being adopted by more of the outstanding
companies. According to the author such an
approach consists of four major elements—
(1) Effective use of the various compensation
devices.
While salaries and pensions have al
most universal application, the value of
stock options, bonus plans, profit-sharing,
and deferred compensation will depend
on the company, and the type of mo
tivation desired.
(2) A compensation program that meets
company needs.
A company operating in a highly com
petitive environment will usually find it
necessary to pay their executives well
above the average and to use incentive
bonus plans based on performance and
executive skill. The television industry is
cited as one operating in this highly com
petitive group. Since statistics show that
executive compensation accounts for only
four per cent of the average company’s
total payroll, the cost of such a program
is minor compared to the advantages to
be achieved.
(3) A profit-oriented internal company en
vironment.
To obtain the greatest effectiveness
from a compensation program, manage
ment must be able to create an environ
ment in which executives believe they are
being rewarded for their individual ef
forts to increase company profits. The
approach which breaks down company
targets into individual goals, and then
provides objective bases on which to
judge performance, seems to provide the
most satisfactory program.
(4) Controls to insure consistent compensa
tion administration.
A program which gives a promoted
executive a smaller increase than the
merit increase given the executive, who
was not promoted, does not instill much
confidence in the fairness of the com
pensation program. Among the controls
developed by some of the larger com

THE ROLE OF ACCOUNTING IN DE
CISION MAKING, by R. B. Lewis. The
Accounting Review, Vol. XXXV, No. I, p.
37-44.
Financial analysis is a service which ac
countants can perform for management as an
aid in decision making. In choosing between
possible alternatives the need for additional
capital investment, and the hope for in
creased profits are usually the two aspects
which should receive prime consideration.
If financial analysis is to be of the greatest
value, all projects being considered should be
subject to careful screening by the analyst.
Such a program should help to avoid many
of the mistakes which occur in making busi
ness decisions.
Among these mistakes the author discusses
the folly of “sending good money after bad”;
failing to take any action on business oppor
tunities; over-diversification or under-diversi
fication without justification in the form of
higher profits or lower operating costs; and
errors in eliminating seemingly “unprofitable”
products without careful allocation of fixed
overhead costs.
A program of financial analysis should first
select the problem or problems to be studied,
should then weigh the alternatives possible
and finally recommend the action to be taken.
In such a program the approach must at all
times be practical, and must present the in
vestment requirements and the possible profits
under each of the alternatives.
The article concludes with a checklist of
ten suggestions for the analyst to follow in
carrying out the program outlined above.
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TAX NEWS

LOUISE A. SALLMANN, C.P.A.
Oakland, California

Controversial Corporations are headlining
the Tax News this season. After many pro
and con court decisions, the long-awaited
Treasury guidelines for determining when an
unincorporated group will be considered an
association taxable as a corporation, have
been defined. The definition is currently in
the form of proposed regulations which are
anticipated to be finalized effectively by Jan
uary 1, 1961. In the interim period it is ex
pected that the Internal Revenue Service will
follow the proposed regs.
Heretofore, many associations of profes
sional persons have been precluded from in
corporating under State Laws which frown
upon the practice of medicine, law, account
ing, architecture, etc. by a corporation. By
reason of such state laws, the self-employed
individual was unable to place himself in the
position of a corporate employee who may
obtain certain tax advantages under Federal
tax laws.

Dr. Kintner of Montana and his associates
successfully used “an association” treated as a
corporation for Federal tax purposes although
not actually incorporated under the State law.
The Kintner case established the transforma
tion of a partnership into such an “association”
that the Court said it met enough of the tests
so as to be treated as a corporation. As a re
sult Kintner and his associates obtained the
benefits of coverage under a qualified pension
plan.
Now without any further legislation like
the Simpson-Keogh bill members of profes
sional partnerships will be able to enjoy the
benefits of pension and profit-sharing plans as
well as other fringe benefits currently avail
able to corporate officers and employees.
Careful consideration of the regulations is
necessary because the Code says only “The
term ‘corporation’ includes associations, jointstock companies, and insurance companies.”
The proposed regulations list six basic traits
of corporations which can cause a partnership
13

enforce the prescribed mechanics. The internal
auditing division is an organization entirely
separate from the accounting division. The
staff of internal auditors serve the needs of
the controller and management in many ways:
review compliance with the established ac
counting standards and processes; conserve the
assets of the utility by protecting against acts
of dishonesty or carelessness, and verify the
data provided by the regular accounting
process.
In addition to the auditing division, which
works daily to analyse, perfect and examine
the utility’s operations, independent certified
public accountants examine the balance sheets
and related statements of income annually.
The balance sheet is prepared to show the fi
nancial condition of the utility as a going con
cern. Management uses financial statements
to keep itself informed and, as a public rela
tions medium, presents them to the customer
owners whom the utility serves. Again, when
management wishes to finance operations
through the sale of bonds, interested invest
ment brokers screen the statements to secure
a financial picture of the Department.
The Department of Water and Power of
the City of Los Angeles is a self-supporting
utility business. Its revenues meet operating
costs, pay interest and principal on bonded
debt, contribute to the General Fund of the
City of Los Angeles, and pay part of the
cost of its multi-million dollar construction
program. The remaining cost of new con
struction is financed through the issuance of
revenue bonds to be retired from future
revenues. This sound, consistent policy results
in no financial burden or restriction on the
taxpayers of the City.

or other group to be an “association.” These
are:
(1)
Associates—more than one person
(2) An objective to do business and divide
profits
(3)
Centralization of management
(4)
Continuity of life
(5)
Limited liability
(6)
Free transferability of interests.
The detailed definitions of these traits must
be carefully analyzed because the presence of
several is mandatory whereas the absence of
others is not necessarily fatal.

(Continued from page 11)
equipment automatically assigns the amount
to be withheld for income tax, and prints a
register which is checked by the paymaster
for conformity with exemption certificates and
other provisions. By associating these summary
cards with a name card which has been copied
also from the master card, the payrolls and
pay checks are prepared. They are then trans
mitted to the Civil Service Department of the
city where they are checked to determine the
legality of tenure of each employee in the
Civil Service class indicated on the payroll.
Then in turn the checks are released to City
Controller for further signature in addition to
the signature of the Chief Accounting em
ployee, who is the Controller.
There will not be time to describe many
other aspects of utility accounting, but one
great part of accounting that is vital is the
commercial accounting and customers’ services.
When it is considered that this great utility
in the City of Los Angeles made over eight
and one-half million meter readings a year
and rendered over six million bills for water
and electric services, it is easy to understand
that accounting for revenues from the sale of
water and electricity is a tremendous job.
The Department has adopted the practice
of reading residential, and most commercial
industrial meters, and billing these ac
counts bimonthly, thereby effecting a sub
stantial savings on accounting and collecting
expenses.
The stub plan of billing is used, and through
tabulating equipment, a scheduled serial, or
an exact number of bills, are computed and
mailed regularly each day. Much of the work
is repetitive, but each operation is so con
trolled that each day’s billing charges are
balanced and rate blocked so that the total
of all bills balance before they are mailed
each day.
Although accounting procedures are care
fully written and incorporate internal checks,
constant review of procedures is required to

(Continued from page 8)
the cash receipts and disbursements for a
future period of time. By estimating cash
deficiencies up to the month in which receipts
are expected to exceed disbursements, the
financial requirements of the business are de
termined. To this amount of expected cash
deficiency a sum would be added for the
normal cash balance to be kept on hand.
It should be emphasized that the matter of
financial planning is a fundamental element in
a successful promotion. Small businesses fre
quently doom themselves to failure at the
outset. Common errors are: insufficient allow
ance for working capital; lack of appreciation
for the need of a certain minimum volume of
sales to make the business break even; under
estimate of operating expenses, and no allow
ance for initial operating losses. It is essential
that sufficient cash is available to operate the
business and to keep the bills paid.
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Comment and Idea Exchange
MARY F. HALL, C.P.A.

BUDGET BUSINESS
The use of budgets for comparative analyses
and projection of operational figures have ably
demonstrated their value for these purposes.
However, violations of successful budget
usage quite commonly occur.
A budget must be realistic, yet flexible, to
avoid being an operational straight jacket. If
management requires strict adherence to an
unrealistic, inflexible budget, the reporting
groups are encouraged or actually forced to
false reporting or manipulation.
One branch of a large company presented
a splendid report month by month with in
come and expense figures very closely paral
leling budget. At year end, however, when
the internal auditors took a look the secret
was out. The accountant had carefully ac
crued or deferred income and expense items
each month to avoid having to explain de
viations from budget.
On the other hand, a budget that is too
flexible, or one that is considered too lightly,
loses its value for comparisons and projections
and is erratic and meaningless. Budget con
trols over expenditures can be lost and in
efficiences can result from a weakly ad
ministered budget.
A good budget, to be effective, must be
realistic and it must be given its proper im
portance in financial planning.
M.E.D.

tronic accounting to realize that its complex
ities are more apparent than actual.
The key to it all is to identify the basic
fundamentals in their new format.
Electronic Fan

COUNTING THE HOUSE
When Uncle Sam counts the house for the
18th time in April, 1960, a monumental task
will be performed.
The planning, organization and execution
of the 18th Decennial Census of the United
States is a gigantic, cooperative effort of
thousands of people and will produce statisti
cal facts of inestimable value to government
agencies and private industry alike.
The newest superspeed electronic devices
will be used to produce these impressive re
sults.
Yet isn’t it interesting to note that the
major portion of the raw data for this truly
remarkable undertaking will probably be re
corded with a stubby lead pencil?
A Humble Reader
Editors Note: Katherine Petersons article on
the 18th Decennial Census was an excellent re
minder to accountants of this rich and valuable
source of up-to-date statistics for comparison pur
poses.
AUTHOR ACQUIRES CERTIFICATE
Too late for noting in the February issue,
it was learned that the author of “Accounting
for the Independent Producers of Television
Films,” Vera Coulter, had become a certified
public accountant. Our warmest congratula
tions. Miss Coulter is also the author of “Tax
Aspects of Rental Property,” which appeared
just a year ago, in the February 1959 issue.

Comment on the Electronic Frontier
In her meaty article, “New Frontiers for
the Accountant,” member Lillian Cundiff,
C.P.A., made a point which is worthy of fur
ther attention.
Speaking of the use of electronic equip
ment and data processing systems, she states,
“The material changes inherent in electronic
accounting are the form in which books and
records will be kept and the methods of in
ternal control and audit.”
Overawed by the intricate wirings, flashing
lights and voluminous paper outputs of the
high speed electronic wonders, accountants
who have not worked with them sometimes
fail to realize that basic accounting and record
keeping fundamentals have not been changed.
The only changes are in forms and methods.
I think a more thorough understanding of
this basic fact will help those new to elec

A review of the handsome roster recently
distributed to members of AWSCPA reveals
the fact that six states account for over half
of the membership in this group. They are:
California 64, New York 48, Illinois 45, Wash
ington 30, Texas 28, and Michigan 25. What
accounts for the greater number of women
C.P.A.’s in these particular areas? How many
certificates have been issued to women? The
research committee of AWSCPA is currently
engaged in bringing up-to-date the statistics
on the number of statistics issued to women.
Outsiders appear to be interested in this in
formation judging from the inquiries received
from time to time.
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Each IAS training program is "tailored to fit"
the needs of the individual. This is accomplished through the IAS‘
elective plan embracing 240 comprehensive study assignments,
covering a wide range of accounting and management subjects.

The IAS electives currently available
(with the number of comprehensive
study assignments indicated) are:

Basic Auditing
Public Auditing
Internal Auditing
Basic Cost Accounting
Advanced Cost Accounting
Corporation Accounting
Corporation Finance
Business Statistics
Management Control
Economics
Office Management
Accounting Law
Federal Income Tax
CPA Coaching

(10)
(20)
(20)
(10)
(20)
(10)
(10)
(10)
(20)
(10)
(20)
(10)
(10)
(20)

• After general accounting principles have been
mastered (40 assignments), each IAS Diploma
Course student selects the 50 elective assignments
which will be of greatest immediate benefit.

• Later, under the famed IAS Life Scholarship
Privilege granted without charge to graduates of
the 90-assignment IAS Diploma Course, the addi
tional 150 elective assignments are made available,

one elective at a time.

• With such a broad curriculum at his command,
the IAS student can progress directly to his short
term training or job objective, and can then broaden
his knowledge of accounting and management
through study of additional ad
vanced electives, as the need arises
in his business career.

The school’s 24-page Catalogue A
is available free upon request.
Address your card or letter to the
Secretary, IAS . . .
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